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DIRECTORS’ REPORT 


TO OUR SHAREHOLDERS 


The year 1966 produced further substantial gains in sales and earn- 
ings. Continuing the trends established in 1965, the Company enjoyed a 
steady increase in traffic and average sale. These results were achieved 
through constant effort to provide customers with better values and 
improved merchandise assortments. 


Total sales in 1966 were $56,998,678 up $5,418,303 or 10.5% over 1965. 
This increase, which compares favourably with that of total Canadian 
department store sales of 7.1%, was achieved with no expansion in the 
number or size of our stores. 


Sales of Company-operated departments rose $2,468,612 or 7.2% to 
$36,855,560. 


The net profit for the year, after provision for income taxes of 
$175,000 was $1,135,702 compared with $737,229 in 1965 when no taxes 
were payable. This improvement of 54.0% in net profit and 77.8% in pre- 
tax profit reflects the continuing impact of the reorganization of the Com- 
pany’s affairs in 1964. After allowance for preference share dividends, 


earnings per common share were 50¢ compared with 27¢ per share 
in 1965. 


The 1966 profit includes a rental rebate of $100,000 pertaining 
to 1965. 


Income taxes were reduced by approximately $500,000 in 1966 due to 
the application of tax losses carried forward from previous years. It is 
difficult to estimate the amount of tax loss still available, since the Com- 
pany is appealing assessments for the years 1963 and 1964. 


To further improve our merchandise assortments and values, our 
buyers visited European and Oriental markets for the first time in 1966. 
We are now developing better selections of import merchandise at much 
improved profit margins. To better facilitate this activity, we established 
an importing agency, “Meridian Imports of Canada.” 


During the year we leased the furniture and appliance departments 
in our Ontario stores. This change has resulted in higher store sales and 
earnings. 


FINANCIAL POSITION 


OUTLOOK 


PREFERENCE SHARE 
DIVIDENDS 


APPRECIATION 


Net working capital at December 31, 1966 amounted to $4,240,720 an 
improvement of $1,002,703 during the year. The current ratio is 1.97 to 1 
as compared with 1.84 to 1 last year. 


While the rate of economic growth in Canada has declined and retail 
competition is keen, we expect further sales gains in 1967. Salaries, wages, 
employee benefits, and most other expenses continue to rise, but earnings 
before taxes should show a moderate increase. However, due to sharply 
higher taxes, reported net profit will be lower than in 1966. 


During the past two years your Management has concentrated on 
improving the profitability of existing operations. But if the Company is 
to share fully in the growth potential of mass merchandising, an_expan- 
sion program must be undertaken as quickly as possible. Our major 
competitors, most of which are divisions of large and well-established 
conventional retailers, are expanding rapidly. It is obvious that expansion 
on a similar scale cannot be financed from our present resources and 
internally generated funds. The “tight money” conditions which pre- 
vailed through 1966 made it difficult to negotiate leases or mortgage 
financing on satisfactory terms. More recently there has been some 
easing in these conditions, but while planning has been underway for 
some time, no firm opening dates for new stores have been established. 


Arrears of cumulative dividends on the 6% first preference shares 
amounted to $1,189,922 or $2.73 per share as at January 1, 1967. The 
question of preference share dividend policy and the related matter of 
the financial requirements of our planned expansion program are cur- 
rently receiving careful consideration. While no decision on dividend 
policy has been reached, it should be noted that the position of the 


preference shareholder continues to improve. 


Our progress in 1966 was due to many people — customers, suppliers, 
and particularly our employees. We extend to them our sincere apprec- 


iation. 


March 17th, 1967 


Pe President 


ALLIED TOWERS MERCHANTS LIMITED anp Its sussipiARIEs 


(Incorporated under the laws of Ontario) 


ASSETS 
1966 1965 
CURRENT: 
Casha fe ica tel eile oe hd 8 0 ORR ae $ 859,626 $ 452,957 
Marketable securities, at cost (approximate market value $1,300,000) ............ 1,299,258 
Trade and .other accounts:receiyables.) 9 eee ie Ge oe eee 614,404 512,857 
Merchandise inventories, at the lower of cost or market 0.000... 5,433,192 5,674,483 
Prepaid expenses, suppliessand “deposits, 4..)-..0 00 ee 411,406 439,262 
TOTAL CURRENT CASSETS 7.400 ee eee 8,617,886 __7,079,559 
FIXED: 
Store equipment; at cost sou ccs 0 cet ee ee 2,259,276 2.912, 613 
Less: accumulated’ depreciation 222—.. 25 12.) pee en ee 966,375 740,437 
1,292,901 1,472,176 
Leasehold improvements, at cost 
less, amortization —.s..2¢5. fee ee 175,988 166,850 
1,468,889 1,639,026 
OTHER: 
Mortgage and note receivablerscys. = concrete 38,863 241,404 
Deferred store and equipment rentals less amortization (note 1) .................... 1,109,244 910,396 
store: leaseés,-atrcost less amortizationa< Notes 2, en eae ere 323,778 348,117 
Federal ‘refundable tax ee eee 19,984 
Other’ deterred vexpenses’ << ai.c cs oe Se 55,796 111,204 
Capital stock: issue: expensés7 gic... Gc eee 413,503 413,503 
1,961,168 2,024,624 


$12,047,943 $10,743,209 


CONSOLIDATED BALANCE SHEET 


DECEMBER 31, 1966 (with comparative figures for the year 1965) 


LIABILITIES 


1966 1965 
CURRENT: 
Accounts payable and accrued charges: ...0....0.0:cccccccceees SOR ce h ated t $ 3,388,771 $ 3,051,428 
‘ VANGTUARES Mua Dato) Rees ea ase Catchag aN 16) (ence, ake nape ees ene ie ei a ne 550,164 64,958 
Store fixture purchase contracts, portion payable within one year ................ 169,882 248,522 
SNOT Gm LOL EAL ECG OSI US ma nas ae eats (Oe e hat Mone Ne sears sa tadoie-s kbd eestor best sven ssvdlatns alunoaty 68,349 76,634 
Debentures payable within one year ...0....00.....0ccccceee VS ar ON cis  a RRe 200,000 00,000 
SL yaen ene ORRIN BL SEA BTL UTES en vt cnr arc inet sie menus tee ee he 4,377,166 841,542 
Deferred equipment rentals joa tise. tate Renee Se eas Me eee ara) free oe 178,566 116,789 
LONG TERM LIABILITIES (note 3): 
9% sinking fund debentures due January 2, 1970 
LS ceDOLMONEOAV AD legit NiieOnG eats nie... 4.2 ohn se ae eae, 600,000 300,000 
Store fixture purchase contracts, payable in monthly instalments to 1969 
PeoSMDOLUON ED ayable within Oner VOAT Mijn... loins a ayn tease Ms 248,706 114,987 
SHAREHOLDERS’ EQUITY: 
Capital stock (note 4) — 
Authorized: 
750,000 first preference shares, par 
value $10 each issuable in series 
3,000,000 common shares, no par value 
Issued: 
436,000 6% cumulative redeemable convertible first preference 
shares, 1962 series, par value $10 each 4,360,000 1,360,000 
1,731,516 common shares 1,843,516 1 843,516 
EARNED SuRPLUS (DEFICIT ) Se sn arette nets bier tet Aree eee 439,989 633,625 
6,643,505 5,569.89 1 
$12,047,943 $10,743,209 


On behalf of the Board: 


M. W. BOOK, 
Director 


W. L. ATKINSON, 
Director 


See accompanying notes to consolidated financial statements 


STATEMENT OF CONSOLIDATED PROFIT AND LOSS AND EARNED SURPLUS 
FOR THE YEAR ENDED DECEMBER 31, 1966 (with comparative figures for the year 1965) 


1966 1965 
Net sales: 
Total ‘store saless,es5 ete te eer ee $56,998,678 $51,580,375 
Less.sales of concessionsires: 99). te ae 20,143,118 17,193,427 
Net=companya salese uperuntst neh. enim oes 1 ae $36,855,560 $34,386,948 
Profit on operations before deducting 
expenses ssetrout. below snesu- toe ee ee $ 2,209,617 $ 1,681,781 
Deduct: 
Interest on sinking fund debentures 72,000 90,000 
Depreciation — store equipment .........0...::ccceeee ees 225,938 238,944 
Amortization — leasehold improvements .....................00... 25,488 22,025 
— store and equipnient rentals ................... 400,557 401,666 
2. StOLes lEASCS A. eee ica pete a eae 15,763 15,580 
— store opening expenses oo... 36,462 
— other deferred expenses ..............0..0.0....... 60,670 58,072 
Mxecutive salariesies 0s 2-3 eee ero Seen a een 98,499 81,803 
898,915 944,552 
Profit for the year before income taxes ...........0.000..000cc0. 1,310,702 737,229 
Income taxes. (Note Oe ee cee nae ener ee eee 175,000 
Net*profitstor- the vearuas oer a lt ee ee am VS 5.202 737,229 
Deficit, beginning of year ................ i we te Ate ea 633,625 __ 1,828,125 
502,077 (590,896) 
Deduct: income taxes respriors years ee 62,088~ Z (42,729 


Earned surplus (deficit) end of year. 


439,989 $ ( 633,625 ) 


oe 


See accompanying notes to consolidated financial statements 


STATEMENT OF CONSOLIDATED SOURCE AND APPLICATION OF FUNDS 
FOR THE YEAR ENDED DECEMBER 31, 1966 (with comparative figures for the year 1965) 


SOURCE OF FUNDS: 


Funds provided from operations — 
Ct MOTOL IC Oat NORV Cala Ramer tern ite ete, eet uce Me tires lane, nein ces Oe 


Add charges to operations not requiring an outlay of funds: 
Depreciation eSlOleacQuIpIMent ahca.cee mie ant es ate oer 


Amortization — leasehold improvements ......00.0.0.00000........ NAR TNe ane tet 
— deferred store and equipment nea Repel Merlen clin te: 
SUSLOL CA OGSCS ORM reac. tne ne tO cite ncaa es 
BE BSLOT Os OD CINE gOX UU CLISCS ere aertre meen oo eerie heey torn 
— other deferred expenses 


i orapecunossproy iced. Om) «Operations: au..y.),.o.cenee eee ee a oly coats 
Icreaserin Gererred scqulpment LeNtal , -:.:,y.<cacandemaetien stance eueseec on 
Payments on mortgage and note receivable .............. SS ea: Sega ak a 8 


Store lease account refund .................... 


APPLICATION OF FUNDS: 


PavaAGltsat Ole —eSLOLCE CCU ICI ooh caval ou coee estar noe acer soe ee a 
FESS OIE SII DLOVEMNCIILS we. o0e ao wey ete te ye ce etek aca a oi 
store and equipment rentals 
CLO GM LCUG OSE Mm Marc rent hon Mt anh cde a eect ao capone 
other deferred expenses et 
INCOME. CAXeSur Cc DLIOF VEATS wc awit aw a eae eee os 
Pa BeCetal TOLUMtlTLe LAX (as ataati nantes Yn: Meee le camecneee pesarens 
Reduction of long term liabilities: 
(Byes stern eNN eG NG. ot ou) 2 RR i cate ate Oe Ben MRSC tea ene ROP rece ree ace 
HORE Bid UE OP COMTACES bee rnea eer ewan raced cole oN ea ress Ape ck Ah, 


| 


INCREASE? INEEU NDS SDURINGL TUES YEAR. pectuaciieicetncdyam ster erent Freee eee a 
NW ViOBRINICEOAPTINA Le BECINNING OF VAR cf uee ciclo asset sarouan coo remem eae amc sceescer 
VOR EN GAC 4 PIE Adee ENT (EY HM Th Gi ae Erie 50, dr cae ee nian meet a rete cee 


1966 


$1,135,702 


225,938 


25,488 
400,557 
15,763 


60,670 


1,864,118 
(SETI 
202,541 
8,576 


2,137,012 


46,663 
34,626 
599,405 


5,262 
62,088 
19,984 


200,000 
166,281 


1,134,309 


1,002,703 
3,238,017 


$4 940,720 


1965 


$ 737,229 


238,944 


401,666 
15,580 
36,462 
58,072 


1,509,978 


f 603,0: 0 


58,475 
18.038 
621.987 
25,000 
56,072 


42,799 


900,000 
266, 09] 
3 18. 392 


284,698 
2,953,319 


$3,238,017 


ALLIED TOWERS MERCHANTS LIMITED Anp ITs suBSIDIARIES 


KKK ALLIED TOWERS MERCHANTS LIMITED Anp ITs SUBSIDIARIES 


NOTES TO THE 1. Rentals in respect of two store properties payable over a twelve year term 
(with an option to purchase at the completion of the term at $1.00 each) 

CONSOLIDATED are being amortized over a period of twenty-five years. In 1966 rental 
payments amounted to $236,060 of which $85,711 was amortized. 

FINANCIAL Equipment rentals (under lease option agreements) payable over varying 

STATEMENTS periods extending to 1969 are being amortized over a period of ten years. 
In 1966 rental payments amounted to $363,345 of which $314,846 was 
amortized. 


DECEMBER 31, 1966 2. Store lease costs are being amortized over a period of twenty-five years. 


3. The company has issued to its bankers as collateral security to any bank 
indebtedness, 6% debentures which are payable on demand, secured by a 
first floating charge on its undertaking, property and assets. The issue is 
limited to $2,000,000. 

The 9% sinking fund debentures are secured by a floating charge ranking 
after the 6% debentures referred to above. Sinking fund instalments are 
payable at the rate of $200,000 per annum in the years 1967 to 1969 
inclusive. Certain covenants attached to this issue require the maintenance 
of working capital and current assets at certain minimum levels and limit 
bank borrowings to $2,000,000. 

Store equipment purchase contracts are payable in monthly instalments for 
various periods extending to 1969. Current monthly instalments of principal 
and interest amount to $18,600. 


4. The 6% cumulative redeemable first preference shares, 1962 series are convert- 
ible into common shares on a share for share basis to April 1, 1972. 436,000 
common shares have been reserved for issue upon conversion of the 
outstanding 6% first preference shares. 


Arrears of cumulative dividends on the 6% first preference shares amount to 
$1,189,922 including the dividend due January 1, 1967. 

In 1965, 86,000 common shares were reserved to provide for the granting of 
options to directors and employees, such options to be allocated by the 
board of directors over a ten year period. Options on 70,000 shares at $1 
each, including options for 10,000 shares granted in 1966 are outstanding at 
December 31, 1966 and are exercisable during the next five years. 


5. Income taxes otherwise payable on the profit for the year 1966 have been 
reduced by approximately $500,000 because of the carry forward for tax pur- 
poses of losses from previous years. In 1965 no income taxes were payable on 
the profit for the year because of the carry forward for tax purposes of losses 
from previous years. 


6. The company has leased store and warehouse properties for periods extending 
to 1975. The annual rentals payable under these leases amount to approxi- 
mately $2,025,000. 


The annual rental payments for store equipment total approximately $354,000. 


AUDITORS’ REPORT To THE SHAREHOLDERS OF 


ALLIED Towers MERCHANTS LIMITED: 


We have examined the consolidated balance sheet of Allied Towers Merchants 
Limited and its subsidiaries as at December 31, 1966 and the statements of 
consolidated profit and loss, earned surplus and source and application of funds 
for the year then ended. Our examination included a general review of the 
accounting procedures and such tests of accounting records and other supporting 
evidence as we considered necessary in the circumstances. 

In our opinion, the aforementioned financial statements present fairly the 
financial position of Allied Towers Merchants Limited and its subsidiaries as 
at December 31, 1966 and the results of their operations and the source and 
application of their funds for the year ended on that date, in accordance with 
generally accepted accounting principles applied on a basis consistent with that 
of the preceding year. 

Toronto, Canada, CLARKSON, GORDON & Co. 
March 1, 1967. Chartered Accountants 


ALLIED TOWERS MERCHANTS LIMITED 


